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Introduction
The segregation policies of the Apartheid era in South Africa resulted in low levels of education, suppressed entrepreneurism and spatial inequalities among the African population. Though Apartheid was dismantled in 1994, economic and social outcomes in this country continue to be heavily influenced by these historical legacies. This is no more apparent than in the labour market, which is characterized by some of the highest unemployment rates and lowest employment-population ratios in the world. At the same time, the informal sector is relatively small, which can be argued to be a manifestation of Apartheid policies that stymied entrepreneurship.
In addition, labour demand in South Africa has become increasingly skills-biased and, subsequently, the formal part of the economy has failed to absorb the large rise in labour supply that has accompanied the transition to democracy (most notably among African women). Moreover, since the 1990s, there has been a structural shift as reflected by the declining numbers of jobs in the mining and agricultural sectors, which were major employers of poorly educated South Africans. On top of these characteristics, real wages have either remained stagnant or fallen over the post-Apartheid period, above all for lowskilled workers.
In terms of the persistent inequalities present in the labour market, Africans in this country are much more likely than other racial groups to be employed in the informal sector, unemployed or to have given up job search altogether and exited the labour force. Youth, the less-skilled and women, which are of course not distinct categories, also experience considerable barriers to participating in the labour market, especially with respect to finding jobs in the formal economy. Youth have faced particular barriers to accessing the labour market: according to the September 2007 Labour Force Survey, the (narrowlydefined) unemployment rate of young South Africans aged 20 to 24 stood at 44.7 per cent even before the global financial crisis hit in 2008.
These issues, especially the failure of young South Africans to make a successful transition from school to work, continue to be key policy concerns for the Government of South Africa as they are a major factor behind (and a cause of) the insufficient economic growth and sharp inequalities that drive social unrest and crime. The latest policy initiative, labelled the 'New Growth Path', is a reflection of the government's commitment to engineer significant change that would overcome these persistent barriers. 2 Over recent decades, this situation in the South African labour market has also attracted considerable attention from academics who have played an important role in shaping the policy response. In this respect, a broad range of studies have investigated these labour market dimensions in depth, including Banerjee et al. (2008) , Bhorat et al. (2001) , Bhorat and Kanbur (2006) , Devey et al. (2008) , Kingdon and Knight (2004 , 2006 , OECD (2008) , Padayachee (2006) , Valodia et al. (2005) , and Valodia (2007) .
One of the key references, Banerjee et al. (2008) , finds that unemployment in South Africa is more structural than transitional, while demand has shifted towards skilled workers, which has exacerbated the barriers faced by the unskilled. Overall, the problem of unemployment has been driven by both the fall in demand for less-skilled workers and increase in supply of those with lower levels of education (mostly African women). Banerjee et al. (2008) outline three key reasons why unemployment has remained high among the African population: firstly, less effective job search due to spatial separation between business centres and rural areas, lack of affordable transport, and potentially, discrimination; 3 secondly, the failure for the informal sector to act as an 'absorber' of excess labour supply; and finally, high reservation wages.
Similar to Banerjee et al. (2008) , Kingdon and Knight (2007) argue that the rise in the unemployment rate from 1995 to 2003 was due to inadequate economic growth and thus insufficient labour demand relative to the rapid expansion in labour supply over this period. 3 Indeed, the labour force grew at over 4 per cent per annum from 1995 to 2003, mainly due to population growth and an increase in labour force participation among women (from 47.8 per cent in 1995 to 62.8 per cent in 2003) and Africans (from 51.8 per cent to 65.9 per cent over the same period). This study also attributes the high South African unemployment rate to labour market inflexibility, though this hypothesis is not tested through the empirical analysis. Kingdon and Knight (2007) cite evidence that informal sector workers have both higher incomes and subjective well-being than the unemployed. For this reason, the authors conclude that the bulk of unemployment in South Africa is involuntary, reflecting the barriers to not only formal sector employment but also to jobs in the informal sector. Hurdles to informal sector employment include crime, lack of access to credit, inadequate infrastructure and services, and insufficient skills and training opportunities (Kingdon and Knight 2007) . 4 Informal sector workers in South Africa are disproportionately black, female and uneducated, and are mostly operating in the wholesale trade and retail sector (Devey et al. 2008 , Valodia 2007 , Valodia et al. 2005 .
One of the main themes of this paper is the difference between the narrow definition of unemployment, which only includes individuals who are actively searching for a job, and the broad classification that also counts the discouraged as unemployed (i.e. adding individuals who are able to work but are not currently searching for a job). In 1994, the difference between the narrow and broad unemployment rates stood at 11.5 percentage points (20.0 versus 31.5 per cent) (Kingdon and Knight 2006) . Over the last decade and a half, this gap narrowed and prior to the onset of the recession, it amounted to only 4.8 points (23.5 versus 28.3 per cent). Therefore, while unemployment remained high even in years of stronger growth, a greater percentage of unemployed South Africans were searching, which reflects the higher expected benefits of job search. Going beyond just the differences between aggregate rates, Kingdon and Knight (2006) investigate the nature of searching and non-searching unemployment. Using different tests, this study finds that discouraged workers are more deprived and no happier (in terms of self-reported subjective well-being) than the searching unemployed, while local wage determination takes into account both types of joblessness. As demonstrated by the results presented below, the conclusion of Kingdon and Knight (2006) continues to be highly relevant for South African policymakers: 'our findings imply that the non-searching unemployed deserve no less policy attention than do the searchers, and that the broad unemployment measure should be estimated alongside the narrow measure and given credence, in South Africa …' (Kingdon and Knight 2006: 311) .
During the global boom years of 2002-2007, unemployment In spite of the response of the Government of South Africa, the ensuing recession of 2008-2009 decimated the labour market resulting in a drop in employment of over 800,000 (difference in the average in 2010 over 2008). As shown in this paper, this massive loss of jobs resulted in a number of outcomes that may appear to external commentators as unexpected but are in fact entirely consistent with the findings presented in the literature highlighted above. Nonetheless, they serve as a reminder of the continuing sclerotic state of the labour market in South Africa and the need for policymakers to take action on addressing the structural factors driving these processes. In this respect, the main effect of the downturn on the labour market has been a rise in the number of discouraged individuals, from an average of 1.12 million in 2008 to 1.98 million in 2010. In comparison, narrowly-defined search unemployment increased over the same period by only 214,000 (from 4.08 to 4.29 million). Drawing on the estimates from the micro-data, discouragement has increased more for uneducated Africans. Moreover, individuals who have given up job search are statistically different than those who continue searching while jobless. Indeed, the message emanating from Kingdon and Knight (2006) , that South African policymakers need to track the broad measure of unemployment along with the narrow definition is emphatically confirmed by the findings presented in this paper. Furthermore, these findings underscore the need for the Government of South Africa to further reduce barriers to job search through such measures as investing in training, infrastructure, and transport subsidies.
The remainder of the paper is structured as follows: section 2 reviews the aggregate statistics, while section 3 presents the data, empirical strategy and micro-estimates of the determinants of labour market status before the crisis (2008) and after (2009) (2010) , including the role of gender, race, education and spousal labour market status in driving vulnerability to poor outcomes in the labour market. Focusing in more detail on the issue of discouragement and job search, section 4 analyses differences between individuals classified as unemployed and discouraged, and how the decision to undertake job search has changed during the recession of 2009. Finally, section 5 concludes. the world, the employment-population ratio in South Africa has subsequently dropped from 44.6 per cent in 2008 to 40.7 per cent in 2010.
What the aggregates tell about the impact of the global financial crisis on the South African labour market
In addition to considering the total adjustment, it is also important to look at changes to formal versus informal sector employment. 7 In this sense, it is usually assumed that the urban informal sector absorbs workers who are unable to find a job in the formal sector, though the literature increasingly views the sector as consisting of both survivalists and entrepreneurs who chose to operate informally. 8 During a downturn, particularly one that is driven by an external shock, it is generally expected that employment in a developing country will fall in the formal sector, accompanied by a rise in employment in the informal sector (see, for example, the impact of the Asian financial crisis on Indonesia in Fallon and Lucas (2002) ).
In Over 2010, employment in the informal sector has recovered much more rapidly than in the formal sector. Altogether, these figures reveal that adjustment in the informal sector has been more rapid both in terms of job losses during the recession and employment growth once recovery was underway. In general, this can be explained by differences in labour adjustment costs: hiring and firing are more expensive in the formal sector and thus employers are slower to adjust employment over the business cycle. 
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Despite this loss of jobs, the narrowly-defined unemployment rate for the whole population only increased from an average of 22. Notes: All figures are population weighted; figures may vary from published sources due to revisions and sample selection. The narrow unemployment rate is the ratio of the unemployed who are searching for a job to the labour force (U/E+U); the broad unemployment rate is the ratio of the sum of the narrowly-defined unemployed and discouraged workers to the broad labour force, which includes these discouraged workers (U+D/U+D+E).
The fall in employment during the recession translated to a larger increase in discouragement, and hence the broad unemployment rate, which includes this labour market category. In this regard, Figure 2 clearly illustrates the divergence between the narrow and broad unemployment rates (see also Another way of highlighting these trends is to look at the elasticity of the unemployment rate (using both definitions) with respect to output (as measured by gross domestic product), a relationship known as Okun's law. 10 As captured by Figure 3 , the elasticities of both the narrow and broad unemployment rate move in a similar fashion over the business cycle. However, the broad rate was more sensitive to the recession as captured by the more negative elasticities in the first two quarters of 2009. Moreover, the broad unemployment rate continued to rise by a greater amount in 2009Q3, despite the return to positive growth in GDP (hence, the positive elasticity). During 2010, the elasticity of the broad rate remained only slightly higher than the figure for the narrow version. Overall, this pattern reveals a greater elasticity of the broad unemployment rate over the business cycle and, hence, would suggest, as expected, that the decision to undertake job search is very much dependent on the state of the economy.
Besides the overall aggregate trends, the broad unemployment rate varies considerably across different population segments and provinces. As illustrated in Table 1 and Figure 4 , the broad unemployment rate for youth was already over 50 per cent in 2008 (51.5 per cent) and has since skyrocketed to 60.3 per cent in 2010, representing an increase of 8.8 percentage points. In terms of other groups, the second largest increase was among individuals with at most a primary education (6.9 points), while the rate increased by 5.9 points for the African sub-population. With respect to the gender dimension, the broad 8 unemployment rate was considerably higher for women prior to the recession (32.0 versus 23.5 per cent in 2008), but the rate has increased more for males over the following two years (5.9 versus 4.5 points). This reflects the sectoral nature of the recession (i.e. larger contractions in the manufacturing and other sectors, which are male-dominated).
Turning to the geographical diversity, prior to the crisis, the broad unemployment rate was highest in the provinces of Limpopo (38.1 per cent in 2008), Eastern Cape (35.1 per cent) and North West (31.5 per cent) (Table 1 and Figure 4 ). These provinces have a high proportion of former 'homelands' or 'Bantustans', which were reservations created by the Apartheid regime. These areas are the poorest in South Africa and have the highest rate of discouragement, particularly among rural women, which is captured by the broadly-defined unemployment rate. Households in these regions are highly dependent on social transfers, especially the old-age pension and child support grant. Moreover, local markets are undeveloped, while producers face barriers to accessing the national economy (Makgetta 2010) . As noted by Kingdon and Knight (2006) , the chances of finding a job in the former homelands is low and the costs of job search are prohibitive, particularly due to unaffordable transport costs, which all contribute to the persistent and high levels of discouragement. Indeed, the role of spatial mismatch and impact of geography on job search behaviour is one of the most crucial issues driving the situation in the South African labour market, and is, therefore, discussed further in the context of the econometric results in section 3. Reflecting both long-term disparities and the nature of the shock, the broad unemployment rate increased the most during the recession of 2008-2009 in Mpumalanga (8.6 points), Gauteng (6.3 points) and KwaZulu-Natal (5.4 points). Mpumalanga and KwaZulu-Natal are provinces that have a high proportion of former homelands. In terms of sectoral composition, Gauteng is reliant on manufacturing, financial services and mining, while Mpumalanga is dominated more by mining and KwaZulu-Natal by manufacturing.
Insights from the micro-data on the drivers of labour market status, 2008-2010

Data and definitions
The micro-data used in this paper is sourced from Statistics South Africa's Quarterly Labour Force Survey (QLFS), which is a household-based survey of individuals aged 15 years or older. 11 Statistics South Africa revised its previous biannual survey (LFS) and launched the QLFS in 2008. The QLFS is conducted as a rotating panel with households remaining in the panel for four consecutive quarters. The sample size for the QLFS is approximately 30,000 dwellings and these are divided equally into four rotation groups, i.e. 7,500 dwellings per rotation group. The sampling weights take into account the original selection probabilities, adjustment for non-response, and benchmarking to known population estimates from the Demographic Division of Statistics South Africa. The sample used in this paper for both deriving preliminary statistics and estimating the multinomial logit model consists of all individuals aged between 15 and 64 (i.e. the working-age population) (including those in agriculture). All figures and estimates presented below are population weighted.
The analysis below focuses on five labour market states: formal sector employment; informal sector employment; unemployment; discouragement; and other out-of-the-labour force. As per Statistics South Africa, the definition of informality is based on the size of the firm and whether the employer is registered for VAT and income tax. In addition, employment in a private household is also categorized as informal sector employment. A person is narrowly defined as unemployed if they: a) were not employed in the reference week; b) actively looked for work or tried to start a business in the four weeks preceding the survey interview; and c) would have been able to start work or would have started a business in the reference week. A discouraged individual is jobless but has given up job search (i.e. does not satisfy criteria b)). Those classified as other out-of-the-labour force include individuals in education, retirement or those with caring responsibilities.
12 Table 2 summarizes the key individual and household variables used in the econometric analysis. These figures indicate that there are significant disparities in labour market status by gender, household size, education, marital status, and race, which have been well documented in the literature (see, for example, Banerjee et al. (2008) , Knight (2004, 2007) ). In particular, those working in the formal sector tend to be older, male, better educated, and have a smaller family. Africans are over-represented in informal sector employment, unemployment, discouragement and other forms of inactivity. In terms of spousal employment status, there is a strong relationship between spouses' job search status. Finally, formal sector workers are over-represented in such provinces as Gauteng and Western Cape, while informality is more uniformly distributed. A greater proportion of individuals in Gauteng are considered to be searching unemployed compared to the total sample. At the same time, a higher share of discouraged workers is found in Eastern Cape, KwaZulu-Natal, North West, Mpumalanga and Limpopo, which in turn is driven by the higher proportion of former homelands as noted above.
Estimates from a model of labour market status
To identify the impact of the global financial crisis on the South African labour market, this section estimates a model of labour market status separately for before and after the onset of the recession. For this reason, the Quarterly Labour Force Survey data is pooled providing four quarters of data for the precrisis period (2008Q1 to 2008Q4) and eight quarters covering the crisis (2009Q1 to 2010Q4). The following model of labour market status is estimated using a multinomial logit specification, which has the following response probabilities (see, for example, Wooldridge (2002)):
where y is the outcome variable (labour market status), x is a 1xK vector of explanatory variables, β j is Kx1 vector of coefficients. In this analysis, the dependent variable consists of five labour market states (J=5): formal sector employment; informal sector employment (including private households); unemployment; discouraged workers; and other forms of inactivity. Formal sector employment is used as the normalized outcome. The model is conditioned on age, education, marital status, spousal labour market status, household size, population group and province. Due to differences in labour force participation, the model is estimated separately for women and men. To ease interpretation of the results, average partial effects (APEs) are estimated, which provide more consistent estimates than marginal effects at the mean (Bartus 2005) . Using this empirical strategy, the pre-crisis average partial effects indicate that a range of individual and household characteristics drive the labour market status of South African women (Table 3) . Firstly, based on the average partial effect at the mean age (34.6 years), an additional year would increase the probability of employment, unemployment and discouragement, while it would lead to a decrease in the likelihood of other forms of inactivity. 14 As expected, educational attainment plays a dominant role in differences in labour market status of South African women. In particular, the less education a woman has, the less likely she is to be employed in the formal sector and the more likely she is employed in the informal sector or discouraged. Most striking is the situation for females with at most a primary education: the probability of formal sector employment for these individuals in the pre-crisis period is 40.2 percentage points lower than those with a tertiary education. The relationship between educational attainment and the probability of narrowly-defined unemployment is non-linear. In fact, the likelihood increases the most for females who have completed high school (in comparison to tertiary educated individuals), while it is lower for those with less education. Turning to different population groups, the estimates confirm the disparities that have long been present in the South African labour market. In comparison to whites, African women are more likely to be informally employed, unemployed and discouraged, while they are less likely to be formally employed or inactive for other reasons. Coloured women are more likely to be employed, unemployed, discouraged, and less likely to be out of the labour force than white women. Finally, Indian/Asian women have a higher probability of being employed in the formal sector (only significant for 2008) and informal sector (both periods). At the same, Indian/Asian women have a higher probability of unemployment.
The specification used in Table 3 also includes two variables reflecting household status. Firstly, female labour market status is strongly linked to that of the spouse. For example, having a spouse working in the informal sector is associated with a 44.1 percentage point higher probability of working in the same sector in 2008 (vis-à-vis having no spouse). This marginal effect increases to 46.0 per cent in 2009/10. Moreover, the likelihood of searching for females while unemployed is very much linked to the job search status of their spouse (the effect is over 50 percentage points for both narrowly-defined unemployment and discouragement). Secondly, there is a significant correlation between household size and labour market status: a larger household is associated with a lower probability of employment for women (in both the formal and informal sector) but a higher chance of being unemployed, discouraged or out of the labour force. This result suggests that intra-household transfers potentially have an impact on labour market status, an issue returned to below in section 4 when investigating the reasons behind discouragement.
In terms of the geographical dummies, the estimates suggest that females in provinces with a high proportion of former homelands, such as Limpopo, North West and Eastern Cape, are generally less likely to be employed (in both the formal and informal sectors) in comparison to Gauteng. These women also have a lower probability of unemployment, while they are more likely to be discouraged or out-ofthe labour force.
Similar to the findings for women, education has a large average partial effect on the probability of being in a particular labour market state for men (Table 4 ). More specifically, having lower levels of schooling (compared to tertiary education) reduces the likelihood of formal sector employment, while it increases the likelihood of all other states. Like the estimates for females, this result is strongest for South African men who have at most a primary education: for this vulnerable group, the probability of formal sector employment is 32 percentage points lower in 2008 than those with a tertiary education (in 2009/10, it increased to 34.1 points). In general, the estimates of the effect of age and race on male labour market outcomes are broadly in line with the results for women. For example, being an African man reduces the probability (in comparison to white males) of formal sector employment and other forms of inactivity, while it raises the likelihood of informal sector employment, unemployment, and discouragement. The results for coloured South African males are similar to those found for African males, though the APEs are mostly smaller.
While not as large in magnitude as found in the case of females, spousal labour market status also has a strong association with outcomes in the labour market for men. For example, having a spouse who is unemployed but searching increases the probability of being in the same state for males by 7 percentage points in 2008 (in comparison to individuals without a spouse), which decreases to 6 percentage points in 2009-2010. Alternatively, having a spouse who is not actively searching is correlated with an increase in the probability of discouragement for males by 9.2 points in 2008, which then rises to 10.6 points in the crisis period. These findings confirm the importance of social networks and peers in driving the decision to undertake job search, a topic that is investigated further in section 4. The impact of household size on the probabilities is comparable to the findings for women.
In order to identify whether the results for South African men and women have changed from 2008 to 2009-2010 during the recession, the equality of coefficients from the multinomial logit model over the two periods is tested using a Wald test. This exercise reveals that for the male sub-sample, the coefficients on educational attainment have significantly changed (in a statistical sense), along with the spouse variables and provincial dummies. For example, the coefficient on the dummy for primary education or less has become more positive from 2008 to 2009-2010 in the case of narrowly defined unemployment (from 2.6 to 3.6 points). Similarly, the estimated APEs show that male high-school dropouts have a higher probability of being unemployed than tertiary educated individuals (by 3.4 percentage points in 2008). This marginal effect has risen to 5.0 points in 2009-2010. There have been a number of changes in the magnitude of coefficients on the provincial dummies. For instance, in the case of discouragement, the average partial effect on the dummy for KwaZulu-Natal, a province hard hit by the crisis and one with a high proportion of former homelands, went from being insignificant in 2008 to 3.3 percentage points (in comparison to males in Gauteng).
In the case of females, the APEs have also changed for the population, educational attainment and province dummies. For example, the estimated APEs suggest that African females were 5.6 percentage points more likely to be employed in the informal sector in 2008 than white females, which increased to 6.4 points in 2009-2010. Altogether, these Wald tests of coefficient equality show that the probabilities of being unemployed and discouraged have increased most significantly for Africans, the poorlyeducated, and in provinces that have been hit the hardest.
To further underscore the changes since the onset of the recession in South Africa, it is useful to view the predicted probabilities of discouragement for females and males in a graphical form and plotting them against age. Age is used because of the known disparities facing young people in the labour market and the overall changes in employment status over the life-cycle. To highlight the strongest impact of the crisis, the effects of race and educational attainment (based on the multinomial logit estimates presented in tables 3 and 4) are combined to underscore the situation for one of the most vulnerable groups in the South African labour market (i.e. uneducated African females and males). The change in predicted probabilities of discouragement displayed in Figure 5 illustrate that the likelihood of being in this state has increased for both uneducated African men and women. Moreover, though discouragement is normally higher for women, the rise has been larger for men. The maximum probability of discouragement for these vulnerable women increased from 7.8 per cent in 2008 (at age 32) to 10.2 per cent in 2009-2010. For men, the peak in the probability of discouragement rose by a greater amount, from 4.7 per cent prior to the crisis (at age 27) to 8.7 per cent in 2009-2010.
In summary, these estimates generated from the multinomial logit specification confirm that the impact of the crisis in South Africa is mainly evident in an increase in discouragement, which has important gender, education and racial dimensions. 
Explaining rising discouragement during the recession -are these individuals different from those undertaking job search?
The findings above confirm that the main impact of the crisis in South Africa has been in terms of rising discouragement, particularly among less-skilled African males. This result resonates with the previous literature that has addressed the prominence of discouragement and the factors that hinder job search in the South African labour market (e.g. Kingdon and Knight (2006) and Banerjee et al. (2008) ). The remainder of the paper looks at three issues in this context: firstly, whether the unemployed and the discouraged are distinctive in terms of individual and household characteristics; secondly, the role of State transfers in driving the decision to undertake job search; and thirdly, differences in labour market transitions between the two categories.
Changes in job search over the crisis period
In a very simple theoretical setting, an individual chooses to participate in the labour market if the expected benefits from job search outweigh the costs (see, for example, Layard et al. (1991) and Blundell et al. (1998) ). More specifically, in job search theory, an individual will accept a job offer if it exceeds their reservation wage. In turn, the arrival rate of job offers depends on the intensity of job search, which itself is a function of the potential benefits of searching (net of costs). That is, it is assumed that individuals are maximizing expected utility through their decisions on search intensity. Thus, search will decrease with the costs of doing so, which would be driven in practical terms by the expenses incurred in finding and applying for vacancies. On the other hand, job search among the unemployed will increase with the expected benefits, which will be affected by the overall situation in the labour market (i.e. whether the economy is growing or in recession). Theoretically, it is indeed expected that there is a strong relationship between the business cycle and job search. Most relevant for this paper, discouragement is likely to increase during recessions because when the job finding rate (exit rate from unemployment) decreases, fewer workers decide to participate in the labour market (Pissarides 2000) . This describes the phenomenon of 'discouraged workers' that has periodically emerged as a major policy issue.
Another relevant issue is the problem of spatial mismatch. Kain (1968) first proposed that AfricanAmericans residing in inner city areas of the United States were poorly connected to regions where jobs were being created. It was argued that this geographical distance was a major cause of higher unemployment rates among this sub-population. As discussed in Van Ham et al. (2001) , this spatial mismatch reflects not only the costs of migration and commuting, but also the lower arrival rate of job offers in isolated areas. Ultimately, 'most people only search for jobs in the vicinity that would not necessitate a residential move. ' (Van Ham et al. 2001 : 1737 . In addition, discrimination forces individuals to rely on ethnic and social networks that provide access only to a limited set of job opportunities because these individuals are in a similar situation (Van Ham et al. 2001 , Zenou 2011 . Overall, discouragement would be higher because of both the costs of job search due to location and the inability to use networks that would increase the likelihood of receiving a job offer. These insights are pertinent to the situation evident in rural areas in South Africa, particularly in the former homelands as stressed above.
In addition to these studies, there has been considerable discussion in the literature about the empirical robustness of any distinction between searching and non-searching unemployment. As cited in Jones and Riddell (1999: 147, footnote 2), 'As stated by the President's Committee to Appraise Employment and Unemployment Statistics (1962: p. 49): "When should a person not working but wanting to work be included in the labor force and thus counted as unemployed? This constitutes the most difficult question with which the Committee has had to deal."'. From a definitional point of view, discouraged workers should be added to the unemployed if their characteristics and behaviour are similar (Jones and Riddell 1999) . In terms of empirical studies on this topic, Jones and Riddell (1999) undertake an analysis of transition rates across four labour market states (employment, unemployment, marginal attachment, and non-participation or inactivity) in the United States, and find that unemployment, marginal attachment and non-participation are indeed distinct states. Moving to the South African context, Kingdon and Knight (2006) find that, for the pre-crisis period, discouraged workers are more deprived and no happier (in terms of self-reported subjective well-being) than the searching unemployed, while local wage determination takes into account both types of jobless.
To identify whether unemployment and discouraged individuals differ in terms of observable characteristics in the context of the 2008-2009 recession, a logit model is estimated for the sub-sample of individuals who are jobless but available for work (i.e. excluding non-participants) (see Kingdon and Knight (2006) for a similar approach). Thus, the binary dependent variable equals one if an individual is not actively searching (discouraged), as opposed to being unemployed and actively searching for a jobthe key difference being job search. As above, the estimates for 2008 are compared to 2009-2010 to identify changes during the crisis period.
As reported in Table 5 (males and females), a number of individual and household characteristics are associated with being discouraged in comparison to searching unemployment. Using the base specification (columns 1 and 2 of Table 5 ), the estimated odds ratios suggest that, prior to the start of the recession in South Africa, being poorly educated significantly increased the probability of discouragement over unemployment, particularly for women. For example, females with at most a primary education were over 5 times more likely to be discouraged in 2008 than individuals with tertiary education. Surprisingly, there isn't a consistently strong impact of race (after controlling for age, gender, education, etc). Increasing the age by one year (from the mean) implies a marginal fall in the odds of discouragement over unemployment. In terms of household characteristics, individuals in large households have a higher probability of discouragement, while both males and females with discouraged spouses are much more likely to be inactive in terms of job search. In general, individuals in all provinces besides the Western Cape are less likely to be actively searching for jobs than those located in Gauteng. Notes: *** p<0.01, ** p<0.05, * p<0.1. The odds ratios are based on a logit regression where the dependent variable is a binary variable that equals one for individuals reporting to be discouraged (not actively searching for a job). The sample is restricted to individuals who are ready and able to work (i.e. excluding other forms of inactivity due to education, retirement, caring responsibilities and disability).
Moving to the crisis period (2009) (2010) , there are a number of changes in the odds ratios that are worth noting. Firstly, in the case of South African males (column 2), the odds of individuals with a completed high-school education (Year 12) becoming discouraged became significant during the recession. In terms of provincial dummies, the odds increased for males and females in the Eastern Cape, KwaZuluNatal, Mpumalanga and Limpopo provinces, which are regions with a high proportion of former homelands. In comparison, the odds of discouragement for females with a discouraged spouse increased 19 from 5.7 in 2008 to over 64 in 2009/10 (column (4) ). This result reinforces that job search is influenced by the situation among family and social networks.
Another feature of the South African labour market that is particularly troublesome is the high proportion of jobless individuals who have never been employed. In 2008, prior to the onset of the recession in South Africa, 42.4 per cent of the unemployed had never had a job compared to 48.8 per cent of discouraged individuals. Adding a dummy to the specification used in Table 5 , which indicates whether an individual has ever worked, shows unsurprisingly that this factor is positively associated with the likelihood of discouragement. 15 South Africans, in particular young people, who never gain work experience, have little hope of finding employment and, thus, do not actively search for a job. Looking at the changes over the crisis period, males who have never worked have significantly higher odds ratio of discouragement in 2009-2010 than in 2008 (1.703 versus 1.410), reflecting how the deteriorating economy has further impacted such marginalized individuals. For females who have never worked before, the odds ratio increased by a smaller margin (from 1.309 to 1.465).
What role for social transfers?
A hotly debated topic in many countries is the impact of social security transfers on labour force participation. In this regard, a large number of studies have investigated the effect of the South African old-age pension (OAP) on labour force participation within recipient households. Contrary to widelyheld perceptions and previous studies, Ardington et al. (2009) find that the South African OAP leads to increased employment among prime-aged adults as a consequence of relieving credit constraints to labour migration, a result that has been also found elsewhere (see, for example, Samson (2009) ). This positive impact contrasts some earlier findings, which suggested more perverse effects of the pension on labour force participation (e.g. Bertrand et al. 2003) ).
Another important element of the South African social security system is the child support grant (CSG), which was first introduced in 1998 following the recommendation of the Lund Committee of Child and Family Support. The CSG has since become the most widespread social transfer in the country, accounting for 10.4 million recipients in 2010, which represented 68.1% of all social security recipients, 37% of all households and 34.8% of social grants expenditure (National Treasury 2011; OECD 2011) . That said, the value of the CSG, which is means tested, is only R260 per month compared to R1080 for the old-age pension. To enlarge the scope of the transfer, the age cut-off was raised six times since 1998 and stood at 14 years in 2007 prior to the onset of the recession. During the crisis, the cut-off was increased to 15 in 2009, 16 in 2010, and finally, to 17 in 2011 . At the same time, the payment has increased from R100 to R260 as of 2011, while the government has conducted outreach campaigns in rural areas to encourage enrolment. The means test threshold for the child support grant is now set at 10 times the value of the grant (National Treasury 2011; SAHRC and UNICEF South Africa 2011).
Theoretically, the CSG, like the OAP, could increase job search if it alleviates credit constraints that prevent individuals from migrating to urban centres or actively looking for a job from their home, as argued in the case of OAP. For example, the grant may help mothers pay for child care that in turn allows them to work (Eyal and Woolard 2011) . Alternatively, the transfer could decrease search due to an income/substitution effect (individuals are more likely to consume more leisure) or an increase in reservation wages (in a search theoretical setting). Given the size of the transfer, it is, however, not clear whether the CSG would have a major impact on labour force participation of recipients, particularly among female beneficiaries. As argued by Klasen and Woolard (2008) , the relationship between transfers and labour outcomes can go the other way: unemployed individuals remain in rural households in order to access social transfers and remittances, which in turn reduces their incentives for job search and the arrival rate of offers.
A few studies have investigated the potential labour market effects of the child support grant. In this regard, Williams (2007) finds that receiving the CSG is associated with an increase in broad labour force participation, while it has no effect on the narrow definition of participation or employment. Though Samson (2009) only compares raw figures on the likelihood of being in certain labour market states, this study concludes that the CSG is associated with a higher probability of job search and finding employment in poorer households, particularly among women. In a more recent study, Eyal and Woolard (2011) take advantage of changes in the cut-off age to identify the impact of the CSG on a mother's labour force participation. Using data from the October Household Survey (OHS) and General Household Survey (GHS), this study finds that receiving the grant is associated with a higher probability of labour force participation and employment (and a lower rate of unemployment conditional on participation).
Turning to the data utilized in this paper (QLFS), the main form of income support for both the unemployed and discouraged is provided overwhelmingly by other persons in the household: in 2008, 77.7 per cent of the unemployed and 76.5 per of the discouraged reported receiving such transfers ( 16 , a very small proportion of both unemployed and discouraged workers in our sample stated that they were being supported by such transfers (less than one per cent). This is far lower than the figure of 5 per cent quoted in a recent study by the National Treasury (2011). This underscores that, though South Africa has established an unemployment benefits scheme (Unemployment Insurance Fund (UIF)), the limited coverage means that most individuals without employment rely on other means for survival. The percentage stating that they receive support from a pension is low, though this form of support may also be included in intra/interhousehold transfers from relatives who receive the OAP.
Returning to the binary (logit) specification reported in Table 5 , including dummies for the type of support received by individuals, shows that there is some evidence of an association between receiving transfers and the decision to undertake job search (Table 7 ). The direction of causality is, however, harder to establish. 17 More specifically, Table 7 shows that receiving intra-household transfers is correlated with a lower probability of discouragement for females, but the odds ratio has increased in magnitude over the crisis period. Inter-household transfers are associated with a higher probability of discouragement, which may reflect the role of support from spouses and other family members working away from the household. For males, the likelihood of discouragement has increased during the South African recession for those receiving transfers from within the household, while it has decreased for individuals receiving support from outside the household. The estimates reported in Table 7 also suggest that receiving UIF benefits and relying on savings is positively associated with job search among males. In terms of the more generous old-age pension, receiving this transfer is associated with a larger odds ratio for both men and women prior to the crisis in 2008, but the ratio is only marginally significant in the case of the female sub-sample. In 2009/10, the odds ratio for individuals receiving the pension has increased significantly for males but not females. The dummy for child grants is positively and significantly correlated with the probability of discouragement for females (and for males in 2008), but there hasn't been a major shift in the odds ratio for these variables. Notes: *** p<0.01, ** p<0.05, * p<0.1. The odds ratios are based on a logit regression where the dependent variable is a binary variable that equals one for individuals reporting to be discouraged (not actively searching for a job). The sample is restricted to individuals who are ready and able to work (i.e. excluding other forms of inactivity due to education, retirement, caring responsibilities and disability). Other variables included in the logit regression are listed in Table 5 .
Are transitions in the labour market different for the discouraged?
As highlighted above, the study by Jones and Riddell (1999) analysed transition rates to identify differences between the unemployed and discouraged workers. Though Statistics South Africa does not provide an identifier to link the various waves of the QLFS (which is sampled on the basis of a rotating panel as noted in section 3.1), a panel can be created from the data using the household identifier and information on age, gender, population group, marital status and educational status. Using a similar approach taken by Ranchhod and Dinkelman (2008) Ranchhod and Dinkelman (2008) for the LFS). Attrition may not be random and, therefore, it is not possible to claim that figures from this data are representative of the South African working-age population.
Using this matched dataset, it is possible to compare the transitions across the five labour market states (formal sector employment, informal sector employment, unemployment, discouragement and out-ofthe-labour force). To isolate the impact of the crisis, the transition rates for 2008Q1-2008Q4 (i.e. transitions from 2008Q1 to 2008Q2, 2008Q2 to 2008Q3 and 2008Q3 to 2008Q4 ) are compared to 2009Q1-2009Q4 (2009Q1 to 2009Q2, 2009Q2 to 2009Q3 and 2009Q3 to 2009Q4) . Notes: F = formal sector employment; I = informal sector employment; U = narrowly-defined unemployment; D = discouragement; OLF = other out-of-the-labour force. The individuals in the panel were matched across waves of the QLFS using observable characteristics.
As displayed in Table 8 , there is a high degree of persistence in formal sector employment and inactivity (OLF), while there is considerable churning across different states in the South African labour market, which is similar to findings for earlier periods (see, for example, Banerjee et al. (2008) ).
Discouragement is the least absorbing state. At the same time, men are more likely to move into formal sector employment from informal sector employment and unemployment than from the state of discouragement (see the findings of Ranchhod and Dinkelman (2008) for an earlier period).
Of particular interest is the high rate of transitions from discouragement into narrowly-defined unemployment (and vice-versa) , which reflects the decision to undertake job search changes over time, even from one quarter to the next. For example, in 2008, 22.7 and 16.7 per cent of discouraged males and females started actively searching for a job in the next quarter. As highlighted above (see also Kingdon and Knight (2006) and Makgetta (2010) ), the likelihood of finding employment in the former 'homeland' areas is very low, while the costs of job search to urban centres are high. A typical search strategy for individuals living in these regions is to wait for information about a specific job offer that they receive through their social network (especially through an employed relative or friend). This would partly explain the churning evident in the transitions between narrowly-defined unemployment and discouragement.
In terms of changes in transition rates from 2008 to 2009, there is evidence that most states have become more absorbing during the recession; that is, individuals were less likely to move. For example, 60.4 per cent of males remained in informal sector employment from one quarter to the next in 2008, which increased to 67.7 per cent in 2009. Interestingly, these transitions from formal and informal sector employment into unemployment and discouragement have largely decreased from 2008 to 2009 for both men and women. In contrast, the most visible impact of the crisis is the fall in the inflow rates for males, especially from informal sector employment and unemployment into formal sector employment, and from unemployment into informal sector employment. In 2008, 17.5 per cent of informal sector workers and 13.7 per cent of the unemployed moved to the formal sector in the next quarter. These transition rates fell in 2009 to 12.9 and 9.7 per cent, respectively. At the same time, there were lower inflow rates into informal sector work from unemployment (for both women and men). This is consistent with the decline in informal sector employment discussed above and displayed in Figure 1 . Overall, the rise in narrowly-defined unemployment during the recession of 2008-2009 has been caused more by a fall in inflow rather than outflow rates. In addition to these changes to inflow rates, transitions from narrowlydefined unemployment to discouragement, and vice-versa, have increased for both sexes during the crisis period.
Given the low match rate, it is difficult to robustly identify the determinants of transitions (using the same individual and household variables employed above). Experimenting with different specifications (such as logit for entries into formal sector employment) reveals that there are no major significant changes during the recession. However, if a better matched panel was available, this type of analysis could be further explored.
Drawing on a model of labour market status, the estimates done separately for males and females confirm the findings of the previous literature, namely that Africans and the less-educated are more likely to be employed in the informal sector, unemployed (only in the case of men) and discouraged. A larger household is associated with a lower probability of employment and a higher likelihood of joblessness. Going beyond the focus of earlier studies, the results also show that individual labour market outcomes are highly correlated with the status of the spouse. In particular, the likelihood of job search among the unemployed is linked to the search status of their spouse: couples tend to be either jointly searching or discouraged. Looking at changes in the marginal effects from the 2008 to 2009-2010, there is evidence that the probabilities of being unemployed and discouraged increased the most during the crisis for Africans, the poorly-educated and individuals in the most-affected provinces.
Departing from longer term gender disparities, searching and non-searching unemployment increased more during the recession for poorly-educated African men than women with similar characteristics, which stems from the sectoral impact of the crisis.
The analysis presented in this paper also demonstrates that the discouraged and searching unemployed are different on the basis of observable characteristics, notably population group, educational attainment, spousal status and location. There is some evidence that social transfers, including child support grants, are correlated with job search (though causality is more difficult to establish), and this association became stronger during the crisis period. Using a matched panel from the QLFS, transitions between labour market states reveal that there is both persistence in some states (formal sector employment and inactivity) and churning between narrowly-defined unemployment and discouragement. For example, in 2008, 22.7 and 16.7 per cent of discouraged males and females started actively searching for a job in the next quarter, which reveals the decision to undertake job search changes over time, even from one quarter to the next. Unsurprisingly, the searching unemployed, especially males, are more likely than discouraged individuals to move into formal sector employment in the following period. In terms of changes in the transition rates over the crisis period, most labour market states became more absorbing during the recession, and the increase in unemployment has been caused more by a fall in inflows into formal sector employment than outflows.
These findings serve as a reminder of the continuing sclerotic state of the labour market in South Africa and the need for policymakers to take action on addressing the structural factors driving these processes. The results also strongly support the notion that a broader measure of the unemployment rate best captures the deterioration in the South African labour market during the recession of [2008] [2009] . As also argued by Kingdon and Knight (2006) , it is, however, ultimately useful for policymakers to distinguish between both searching and non-searching states of joblessness and thus report on both the narrow and broad unemployment rates.
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The response of policymakers to the first post-Apartheid recession indicates that the South African government are placing considerable emphasis on existing schemes such as the Expanded Public Works Programme (EPWP), while experimenting with innovative measures such as the Training Layoff Fund. However, most policies did not specifically target the issue of discouragement and job search. In 2010, the President Zuma announced the latest policy initiative, the 'New Growth Path', which focuses on how and where to create jobs. Though addressing insufficient labour demand is indeed a critical issue, this needs to be supplemented with policies that tackle the supply-side, namely the problems of inadequate skills, work experience and spatial inequalities. This would involve further interventions to reduce barriers to job search such as improving the quality and access to training and employment services, investing in infrastructure, and providing targeted transport subsidies. Ultimately, job search for the unemployed in rural areas needs to become more affordable and effective, which also requires sustainable local economic development in these regions.
